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PETER A. CORNELISSEand HANS de KRUlJK*
This article,thesecondof twoarticlesin thisReviewon theoperationof the
wheatmarketin Pakistan,1 describesthevarioussourcesfromwhichconsumersin
the Punjab,Sind and the NWFP obtain wheatand flour. Thereappearto be
considerabledifferencesin the patternsof wheatprovisioning,if consumersare
distinguishedby province,ruralandurbanareasandhouseholdincome. Further,
an evaluationis madeof the performanceof privatetradersin wheat-andflour-
markets. Thesefindingsare then usedto examinewhetherthe positionof self-
sufficiencyin wheat,whichthecountryhasrecentlyachieved,providesarguments
for revisingthewheat-marketpoliciesadoptedduringa periodwhenthesituation
wasmuchlessfavourable.
I. INTRODUCTION
In thebeginningof the1980s,Pakistanachievednear-self-sufficiencyi wheat.
Suchsituationshadseemedto bewithinreachin theSeventiesalso,especiallyin
1970-71and 1976-77,whenimportsfell to a merefivepercentof thedomestic
productionor less.Sincethemostrecentharvestshavenotbeengood,necessitating
increasedimports,onewondersif historyis notrepeatingitself. Afterall,thehigh
growthrateof the populationof Pakistanputsa continuouspressureon wheat
production.Whiletheconsiderableincreasein wheatyieldsincethe1960s,assisted
by anincreasein theareaunderwheat,improvedthewheatsupplyfromdomestic
sources,thelevelof annualaveragewheatconsumptionremainedbetween130kg
and140kg duringthelast15years.
*The authorsare Professorof DevelopmentPlanningand Lecturer, respectively,at
ErasmusUniversity,Rotterdam. Theygratefullyacknowledgea veryvaluable xchangeof views
with ProfessorSyed NawabHaiderNaqviduringthepreparationof thisarticle. This articleis
basedon a studyjointly carriedoutby staffmembersof ErasmusUniversity,Rotterdam,andthe
Pakistan Institute of DevelopmentEconomics,Islamabad,with financialsupportfrom the
DutchMinistryfor DevelopmentCo-operation.
1The first articledescribesin somedetailthevarioususesfarmershavefor wheatandthe
flows of wheatfrom farmers,viatraders,to variouscategoriesof consumersin thePunjab.See
P. A. Cornelisse[2].
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However,the presentsituationdiffersin two waysfromthatin thepast.
Firstly,veryconsiderablewheatstocks- 2,188thousandtonsin 1983-84[14,
p. 88], i.e.nearly20 percentof production,or about45percentof themarketed
surplus- havemeanwhilebeenbuiltup. Secondly,asproductionof wheathas
grownatasignificantlyhigheraverageratethanwheatconsumption,thegapbetween
structuralproductionandconsumptionhasnarrowedfurtherwiththepassageof
time. In fact,time-seriesanalysisuggestshatthisgaphasnowfallento zero?
Therefore,eventhoughthelessonfromthepastisoneofcaution,thepresentwheat
supplysituationcanbeviewedwithmoreoptimismthanwaspermissible10or 15
yearsago.
Mostof thewheat-marketpoliciesprevailingin Pakistanwereinitiatedduring
theperiodwhenthebalanceof domesticsupplyanddemandforwheatstillshowed
arelativelylargedeficit.Oneof theprincipalpolicyconcernsthenwastosecurethe
supplyof wheato allhouseholdslivingoutsidewheat-producingareas.Tothisend,
a generalf our-rationsystemwassetupprovidingflouratsubsidizedpriceswithout
discrimination,extto openmarketsof wheatandflourwherepricesweredeter-
minedfreely.Underthepresentconditions,however,suchageneralrationsystem
seemsnolongerneeded.Yet,if it issimplyabandoned,poorhouseholds,strippedof
an alternativeto theopenmarketfor theirsupplyof wheator flour,wouldbe
severelyhurt. Thisprovidesa strongrationaleforaselectiverationsystemaimedat
providingflouratconcessionarypricesto thepoorin thecaseof anabolitionof the
prevailingsystem.
Elaboratingonthis,oneof themainpurposesof thispaperis to estimatethe
volumeof wheatrequiredin orderto maintaina selectiverationsystemunder
differentassumptionsregardingthelevelof thepovertyline(Section4). In order
to preparethe groundfor theseestimates,Section2 presentsananalysisof the
sourcesof wheatandflourfor thecategoriesof consumersdifferentiatedbyareaof
residenceandby levelof income.Further,anattemptis madein Section3 to
evaluatetheactivitiesof privatewheattraders.Supposethatastructuralchangein
therationsystemandadiminishedneedtoaugmentthenationalwheatstockreduce
thevolumeof wheatobeprocuredannuallybytheState.Byitselfsuchadevelop-
mentmaybedesirableasit releasesfundswhichtheStatecanuseforsocio-economic
development.Thequestionthenis,however,inwhichwaysalimitedwithdrawalby
theStatefromthewheatmarketwill affectthefunctioningof thatmarket.Foran
answerto thatquestionit is atleastusefultoknowhowprivatetradersfunctionat
present. .
Mostof thedatausedin thepresentarticlehavebeenobtainedbymeansof
a survey(henceforthreferredto astheSurvey)carriedoutin MayandJune 1982
in thecontextof ajoint researchprojectof ErasmusUniversityRotterdamandthe
2SeeCornelisseand Kuijpers [3] for an empiricallytestedfunctionof structuralwheat
production. L
Consumptionand Trade of Wheatand Flour 153
PakistanInstituteof DevelopmentEconomics.TheSurveyconsistedof aseriesof
enquiriesamongfarmers,traders,millers,rationshopkeepersandconsumersin the
Punjab,SindandtheNWFP. As thesegroupsof actorsfolloweachotherin the
wheat-tradechain,eachsetof transactions,correspondingwithonestageinthetrade
chain,wasviewedfromthesideof buyersandsellers.Thisprovidedusefuloppor-
tunitiesfor verifyingstatementsbyindividualactorgroups.For moreinformation
aboutheSurvey,seeCornelisseandNaqvi[4].
Thepolicymeasuresbrieflyindicatedaboveareonlya partof themeasures
whichaffectheproduction,trade,processingandconsumptionofwheatinPakistan.
It will notbenecessarytoprovidehereafulldescriptionofallof them.But,byway
of anintroductionto thefollowingsections,someadditionalinformationabouthe
natureandmagnitudeof someof themwill beuseful.Firstly,aStatemonopolyon
wheatimportsandexportsinsulates'thedomesticmarketfromtheinternational
market.A networkof procurementdepotsallowsprocurementof massivevolumes
of wheatconstituting,in recentyears,approximatelythreequartersof thenational
marketedsurplus.Thewheatthusobtainedis usedfor threepurposes.Onepart-
aboutahalfmilliontonperyearduringtheperiodfrom1979-80to 1982-83- goes
into augmentationof thebufferstock.3 Another,larger,partis processedand
subsequentlydistributedamongrationshopswhereit issoldtoration-cardholdersat
a subsidizedprice.Anda thirdpartis soldin theopenmarketin theoff-seasonto
dampenseasonalpricerises.
Whenfarmersandtradersellwheatoprocurementdepots,theydosovolun-
tarily. So,theimpressiveshareof procuredwheatin thetotalmarketedvolume
of wheatprovidesconvincingtestimonyto theattractivenessof thefixedprocure-
mentpricefor sellersin thePakistanwheatmarket.Yet,it mustbeunderlinedthat,
sincetheearly1970s,thispricehasbeen25percentto45percentbelowthepriceof
importedwheat- andprobablymoreif accountis takenof theundervaluationf
foreignexchangeimplicitin therateofexchange.Thissituationbenefitsconsumers
at theexpenseof wheatproducersandcreatesin factanimplicitincometransfer
fromthelatterto theformer.ThistransferhasbeenestimatedatRs.1,750million
for 1982-83.4
A descriptionof tradeandconsumptionof wheatandflourin Pakistanin
aggregatetermscannotbesatisfactoryasit concealsconsiderabledifferencesbetween
thevariousprovinces.ThefiguresinTable1canserveasanillustration.Theyshow,
amongotherthings,thatthePunjabproducesawheatsurplus,Sindisapproximately
3In 1983-84,theincreaseof wheatstockswasonly 180,000tons.
4SeeCornelisseandNaqvi,[4, Table9.2]. GotschandBrown[5] arriveat estimatesof
Rs.2,089millionand1,540millionfor thesametransferin 1975and1976,respectively.
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Table1 II. THE CONSUMPTIONOF WHEAT(FLOUR)
Thissectionaddressesit elftothefollowingquestions:Volumesof Production,Procurement,ReleasesandConsumptionby Province,
1981-82or 1982-83
(i) Whatarethelevelsof wheat(flour)consumptionperheadin different
provinces,in urbanandruralareasandfordifferenthousehold-income
groups?
Fromwhichsourcesandin whatproportionsdothesegroupsof con-
sumersobtaintheirwheatandflour?
Whataretherulingpricesofwheatandflourin thevariousmarkets?
(ii)
(iii)
Table2 presentsvolumesof consumptionofwheat(flour)perheadbylocation
andbyincomeclasses.Thefiguresinthelastcolumnshowthatwheatconsumption
perheadis consistentlyhigherin ruralareasthanin urbanareas.Thedifference
is particularlypronouncedin Sind,muchmorepronounced,in fact,thanthecorres-
pondingdifferenceobservedin the1979HouseholdmC,omeandExpenditureSurvey.
As anecessarygoods,wheatis consumedin Pakistanin cosiderablequantities
evenby Iwo-incomehouseholds.But the verynatureof the productdoesnot
stimulateanincreasein demandfor wheatbeyonda levelof consumptionperhead
requiredfor a standardiet. Hence,therelationbetweenhumanconsumptionof
wheatandincomebyhouseholdscannotbeexpectedto bestrong.6Indeed,corre-
lationbetweenthe twovariablesbasedon our Surveyfiguresappearedto be in-
significant,eventhougha widevarietyof functionalformshavebeentested.This
findingmaybesomewhatsurprising,asthefiguresin somerowsof Table2vaguely
hintatpatternswhichdifferwithregions,butthenit mustbeaddedthatconsump-
tionof wheatperheadvariesowidelyevenamongconsumersin thesameclassof
incomethatthemeanvaluespresentedin Table2arenotstatisticallyreliable.
On the otherhand,the Surveydatashowclearlythatdifferent(consumer
groupsobtainwheatandflourfromdifferentsources.In fact,asthefigurespre-
sentedin Table3 illustrate,acquisitionpatternsof wheatappearto differbetween
consumergroupsin differentprovinces,areasandclassesof income.Take,for
example,ownfarmingwhich,for thecountryasa whole,is themostimportant
singlesourceof wheat.First,in all regionsconsumptionfromownfarmingisposi-
tivelyrelatedwithincome:lower-incomegroupsgrowlesswheatforownconsump-
tionthanhigherincomegroups,because,of course,poorhouseholdstypicallyhave
6It has beenarguedby Mellor [7], however,that, with increasingincomeper head,
demandfor high-proteinfood risessignificantly,so muchso thatthe deriveddemandfor grains
usedasfodderalsogoesup. Indeed,policy-makersmay,wellbe takenby surpriseby thisaddi-
tionalwaveof demand,becauseit tendsto build up only aftera slackeningof demandfor grain
for humanconsumption.Butalsoregressionanalysisof wheatconsumptionandincomeperhead
for a widevarietyof countriesdoesnot reveala significantrelation,becauseof theinfluenceof
,ubstitutesof wheatin humanandanimalconsumption(seeOpdamandCornelisse[9])
Note: (a) Productionfiguresrelateto 1981-82,andhavebeentakenfrom [14].
(b) Figureson ProcurementandReleasesrelateto 1982-83,andhavebeentakenfrom
[12] .
(c) Figureson MarketedSurplusandConsumptionof wheatrationflour andmarketed
flour relateto 1982-83,andhavebeentakenfromourownSurvey.
(d) The figureof Releasesfor Pakistanas a whole excludes328,000tons for Azad
KashmirandDefence.
(e) n.a.meansthatfigureswerenot available.
self-sufficient,but theNWFPandBaluchistanhavea deficit. In 1982,it wasstill
theexclusiveresponsibilityof theStateto reachabalancebetweenproductionand
consumptioni eachprovincebecauseatthattimethebanonprivatetradeofwheat
betweenprovincestillprevailed.It alsofollowsfromthetablethatin thePunjab
andSindtheamountsof wheathandledby p,rivatetradersonly,representedbythe
respectivedifferencesbetweenmarketedsurplusandvolumeof procurement,are
fairlylimited. In fact,theyaresmallerthantheamountsof wheatchannelledby
traderstowardstheprocurementsystem.sThiscaneasilybeseen,asjustoverhalf
theamountof wheatprocuredis obtainedfromfarmers.In theNWFP,however,
thevolumeof procurementis negligible;in thatprovincetheflowofwheathandled
by privatetradersonlyis limitedby themarketedsurplus.Further,thevolumesof
flourtradedintheopenmarketsinSindandtheNWFPappeartosurpassthevolumesof
wheathandledintheseprovincesbyprivatetradersonly. Thisindicatesthatmostof
thisflouris purchasedfromtheStatewhich,in thecaseof theNWFP,movesit in
fromthePunjab. Theflourboughtin Sindby privatetradersfromStateorgani-
zationsoriginatesmostlyfromwithinthatprovince.
5For a descriptionof the intricatepatternof wheat-tradeflows in the Punjab,see
Cornelisse,[2] .
('000Tons)
Punjab Sind NWFP Baluchistan Pakistan
Production 7,798 2,062 962 318 11,140
Marketedsurplus 3,350 825 310 n.a. n.a.
Procurement 2,479 604 21 27 3,131
Releases 926 706 625 198 2,454
Consumption 6,245 2,120 1,710 n.a. n.a.
(i) ofwheat 4,665 1,390 800 n.a. n.a
(ii) of rationflour 830 210 90 n.a. n.a.
(iii) of marketflour 750 520 820 n.a. n.a.
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lessown or rentedlandavailablethanis ownedor rentedby richerhouseholds.
Further,andfor obviousreasons,'ownfarming'isamoreimportantsourceofwheat
in ruralareasthaninurbanareas.Yettheshareof ownfarmingisremarkablyhighin
urbanareas,especiallyof thePunjab.Theexplanationis that'ownfarming'really
standsforobtainmentofwheatfreeofchargefromfamilyfarmsoperatedbyrelatives,
or fromownlandtilledbytenants.Thisobservationillustratesthestrongrelations
whichstillexistbetweentheurbanpopulationandtheagriculturalsector.Finally,
mainlyasa resultof differencesin tenuresystems,therelativeimportanceof 'own
farming'alsoappearstodifferamongprovinces.
Wheatacquisitionthroughwagesin kindisonlyrelevantin ruralareas.Inthis
case,thereis a strong,negativerelationshipwithincome,whichis,of course,pre-
ciselyasoneexpectsit tobe.
Hardlyanywheatis boughtin theopenmarketby consumersin ruraland
urbanareasof theNWFPandSind,buttheunderlyingreasonsaredifferentforthese
twoprovinces.Themarketedsurplusof thewheatcropisof littleimportanceinthe
NWFP,wherewheatismainlyproducedforownconsumption.In Sind,ontheother
hand,a considerableamountof wheatdoesindeedreachthemarket,butmostof
thatis absorbedby theprocurementsystem(seeSection1). Thus,onlyarelatively
thin flowremainsfor salesto theprivatesector,in whichconsumersformonlya
minorgroup. Note,however,thatthePunjabhasa substantialopenmarketfor
wheat.
Tradein[lour in theopenmarketis of littleimportancein thePunjab.There
aretworeasonsfor this. Firstly,thePunjabis awheat-surplusarea,whereavery
considerableamountof wheatis stillavailablefor transactionsin theopenmarket
evenaftermakingprovisionsfor ownconsumptionandprocurement.Secondly,
althoughtheruralPunjabis thereforerelativelywellprovidedwithwheat,it obtains
substantiallymorerationflourthanis obtainedby theruralareasof Sindandthe
NWFP. In theabsenceof open-marketwheatandrationflourin ruralSindandrural
NWFP,theonlysourcesof wheat(flour)in theseareasare'ownfarming',wagesin
kind andopen-marketflourwhich,in fact,providemorethan90 percentof the
amountofwheatandflourconsumedthere.
For thenationasa wholetheshareof ration[lour in wheatandflourcon.
sumptionin onlyabout10percent.Evenin urbanareas,rationshopssupplyless
thanonethirdof totalconsumption,whereasalmostnorationflouris soldin rural
areas,exceptin ruralPunjab.Thisisnotduetolackofdemandforrationflour. On
thecontrary,in responseto aquestionin theSurveymanyrespondentsin ruralSind
andruralNWFPcomplainedaboutheabsenceof rationshops,or,whenrationshops
werepresentin theseareas,aboutdefectivesuppliesfromthoseshops.Another
reasonfor therelativelylow shareof rationflouris thelimitedsizeof thetwo-
weeklyrationof 2.4kg for personsaged10yearsor moreandhalfthatamount
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for thoseyoungerthan10years.Thisamountclearlyfallsshortof theaverage
consumptionof wheatandflour. Table3 furthershowsthatin thePunjabandin
urbanareasof SindandtheNWFPrationflouris purchasedbyhouseholdsof all
incomegroups,althoughlower-incomegroupsbuy relativelymorerationflour
thanothergroups.In thisrega~d,it isremarkablethatthepoorestconsumergroups
in urbanareasconsistentlybuysmallersharesthanthoseboughtby groupslightly
betteroff. Theexplanationmaybefoundin thefactthattherationsystemallowsa
familyonlyonepurchaseverytwoweeks.Thisrelativelylargeexpensemaystrain
thefinancialpositionof theurbanpoortooheavilyto allowthemfulluseof their
ration. If thisargumentis correct,measuresareto betakento redressthisshort-
comingin thesystem(seeSection4). Theurbanpoornowseemtobeforcedtobuy
so muchflour in theopen-market- at aconsiderablyhigherprice- that,in termsof
proportionsof marketflourin totalwheatconsumption,theyareon a parwith
incomegroupsattheotherendof thescale.
Therelevanceof thedistinctionmadeabovebetweenvariousourcesofwheat
resides,of course,in theconsiderabledifferencesbetweenthemintermsof reliability
andprice. Informationonthelatteraspectis presentedin Table4 whichcontains
pricesof wheatandflourfor thesixareasasreportedby consumers.It shows,
amongotherthings,thatthe openmarketpriceof wheatfor consumersin the
PunjabandinSindiS,onaverage,about10percenthigherthantheprocurementprice.
Thewheatpriceismuchhigherin theNWFPthaninthePunjabandin Sind,butthe
amountofwheatsoldtoconsumersin theNWFPisverysmall.
Thedifferencebetweentheopen-marketpriceof flourandthepriceof ration
flourcannotbeattributedentirelyto subsidiesbecauseof thedifferenceinquality.
For example,78percentof thehouseholdsin theSurveyjudgedthequalityof ration
flourto beworseor muchworsethanthatof open-marketflour.In thePunjabthe
pricedifferenceis rathersmallbutin SindandtheNWFPtheopen-marketpriceof
flour is muchhigherthanthepriceof rationflour(about30percent,onaverage).
Worsestill,in theseprovincesthegreatestpartof theruralpopulationhasnoaCcess
to flourfromrationshopsatall. Thisimpliesthatthosehouseholdsin ruralareasof
the NWFP andSindwho donothavewheatfrom 'ownfarming'- andmostof these
householdsbelongto thelowest-incomegroupsin thecountry- haveto buyhigh-
pricedflourfromtheopen-market.In otherwords,thepooresthouseholdstendto
paythehighestpricesfortheirchapatis(coarseunleavenedbreadsintheformof flat
thincakes).
m. AN EVALUATIONOF THE PRIVATE WHEATTRADE
Theconceptof "marketefficiency",althoughbasicin economics,i inreality
difficultto applyto testtheoperationof a specificmarket.Thereis notasingle I
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Table3 - Continued 0'\
0
Classesof IncomeinRs.perMonth
<50 50-99 100-149 150-199 200-299 300-499 500-749 >750 All groups
NWFP
'OwnFarming' 28 39 64 29 46 53 - 57 41
WagesinKind 25 6 5 - - - - - 11
OpenMarketWheat - - 3 - - - - - -
OpenMarketFlour 46 54 24 71 54 47 100 43 48
RationFlour 1 2 4 - - - - - 2
3
B. UrbanAreas '"1:;:'"'"
PUNJAB '"
s..
'OwnFarming' - 10 17 13 23 27 43 4 20 :=t:
WagesinKind - - 3 4 - - - 1 <1>
OpenMarketWheat 39 22 19 25 28 34 19 26 24
>::
i:!
OpenMarketFlour 44 30 24 31 22 23 23 28 27
RationFlour 17 38 37 27 27 16 15 1 28
SIND
'OwnFarming' - 6 8 - - - 30 7
WagesinKind - - - - - - - - -
openMarketWheat - 4 - - 20 - - - 3
OpenMarketFlour 65 33 51 70 50 82 60 85 52
RationFlour 35 57 41 30 30 18 10 15 38
Continued-
Table3 - Continued
NWFP
'OwnFarming' 3 4 - - 36 13
Wag-esinKind - - - - -
OpenMarketWheat 5 1 - - 5 2
OpenMarketFlour 62 50 50 53 43 81
RationFlour 30 45 50 47 16 4
TOTAL URBAN+RURAL
'OwnFarming' 34 45 57 51 54 57
WagesinKind 17 10 4 4 6 1
OpenMarketWheat 11 14 11 17 13 15
OpenMarketFlour 33 19 15 18 16 20
RationFlour 5 12 13 10 11 7
Source..OurSurvey.
15 18 9
-
2
80 64 58
5 18 31
;:s'"
I:::
58 49 50
1 8 8'.
;:s9 25 12 '"
23 24 20 s..
9 2 10 '"
'"
;:s
is'"
I:::
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beappliedhere.Further,thedifferencebetweenpricesin surplusanddeficitareas
alsoprovidesusefulinformationabouttheefficacyof a market.Butatthetimeof
theSurveythebanoninterprovincialprivatewheatradewasstillin force,withthe
resultthata teston thebasisof theavailableinformationdidnotmakesense.A
comparisonof wheatandflourpricesin ruralandurbanareashasotherlimitations,
aswillbeshownbelow.
In theremainingpartof thissectiontheperformanceof privatewheatraders
will bediscussedin termsof thecriterialistedabove.Firstthepricespread.Aswe
areconcernedwith privatewheattrade,thepricesexaminedhereexcludeprices
relatingtoothertradechannels.Thus,thepriceswhichfarmersobtainfromprocure-
mentcentreshavebeenseparatedfromthe correspondingpricesobtainedfrom
privatetraders.Thelatterprices(permaund)reportedbyfarmersin theSurveyare,
on average,Rs. 56.2in thePunjab,Rs.56.9in SindandRs.70.8in theNWFP.
Thesefigurescorrespondwellwiththosereportedbytradersthemselves.Theyare
on averageRs. 56.2,Rs.57- 58andRs.70.3respectively.Thefirstsetis repro-
ducedinColumn3 ofTable5. Theweightedaveragesof priceswhichconsumerspay
for wheatandflourin theopenmarketaregivenin Columns4 and5 of thetable;
theycorrespondwiththefiguresin Columns3 and4 of Table4. Theprice-spread
percentagesin Columns6 and7 indicatetheratiosof producerpriceto consumer
pricesin thesameprovince.
Source: Our Survey.
*Oneobservationonly.
parameterwhichexpressesclearlythedegreeof efficiencyof amarketin theway
in which,for example,theGini coefficientindicatestheinequalityof an income
distribution.Theso-calledpricespread(definedasthedifferencebetweenconsumer
priceandproducerpriceasapercentageof theconsumerprice,or,moresimply,as
theratioofproducerpricetoconsumerprice)isoftenusedasanindicatorofmarket
efficiency.Butit is notentirelysatisfactory,if onlybecauseit saysnothingabout
theformationof theproducerpriceor aboutthecostitemstobemetbythediffer-
encebetweenproducerpriceandconsumerprice.
As justoneparameterdoesnot sufficeto testtheperformanceof amarket,
a setof criteriamustbeapplied.Apartfromthepricespread,thecriteriaconsidered
hereare:varianceof producerprices,creditties,turnoverspeed,seasonalprice
fluctuationsandadjustmenttoproducersandconsumers.7 Stillothercriteria,such
asthenumberof competingtradersandtheconcentrationf tradeatthevillageand
mandilevelsof trademayalsobeapplied,buttheSurvey,by itsnature,doesnot
providereliableinformationfor thispurpose.A testonthebasisof thetwolast-
mentionedcriteriarequiresa completecoverageof tradeactivitiesin villagesand
marketownswhichasampleis notcapableof.Therefore,thesetwocriteriacannot
7For the resultsof an evaluationof grainmarketsin Indiausinga somewhatdifferentset
of criteria,seeUmaJ. Lele[6]. G. Schmidt[16] applieda partlydifferentsetin hisstudyof the
agriculturalmarketsof ChichawatniandKamokein (Pakistan)1972.
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Table4
ConsumerPricesinRs.perMaundasReportedbyConsumers
Open-market Open-market Ration Weighted
Province Area wheat flour flour average
(1) (2) (3) (4) (5) (6)
Punjab Rural 59.1 72.9 69.3 64.5
Urban 60.2 74.0 68.8 67.9
Sind Rural 61.2 77.9 73.7*
Urban 60.0 88.8 68.1 79.5
NWFP Rural * 84.9 68.9 84.1
Urban 76.8 88.7 70.2 82.2
Total Rural 59.5 79.6 69.5 70.5
Urban 60.3 81.9 68.6 72.7
Table5
WeightedAverageProducerandConsumerP icesinPrivateWheat
TradeonlyinthePunjab,SindandtheNWFPin1982
ConsumerPrices
Ratioof ProducerPrice
Producer toConsumerPrice
Province Area Prices Rs./Maund %
Rs.jMaund Wheat Flour Wheat Flour
(1) (2) (3) (4) (5) (6) (7)
Punjab Rural 56.2 59.1 72.9 95.1 77.1
Urban 60.2 .74.0 93.4 75.9
Sind Rural 56.9 61.2 77.9 93.0 73.0
Urban 60.0 88.8 94.8 64.1
NWFP Rural 70.8 - 84.9 - 83.4
Urban 76.8 88.7 92.2 79.8
Source:OurSurvey.
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Sincepurchasesof wheatbyconsumersfromfarmersandtradersoccurmostly
duringthemonthsdirectlyaftertheharvest,hecostsarerelativelymodest.Alsothe
mark-upsin thesetransactionsappearto below. Thedifferencesbetweenproducer
pricesof wheatandconsumerpricesof flourareconsiderablylarger.But,ofcourse,
the costsarealsohigher. Accordingto theSurvey,millingcostspermaundin
large-scalemillsare,onaverage,Rs.4.10in thePunjab,Rs.5.70in SindandRs.6.60
in the NWFP. Further,as flour is purchasedthroughouttheyear,interestand
storagecostsaremuchmoreimportantherethanin thecaseof wheat.Theymay
beasmuchasRs.5-7 permaund.Accountmustalsobetakenof weightlossand
additionalhandlingchargesasaresultofprocessing.
Wheninterpretingthepricespreadspresentedin Table5,twoconsiderations
mustbekeptin mind. Thepriceof flourin Karachis substantiallyhigherthanin
othercitiesof Pakistanasa resultof themuchhig~ercostsoftrade,transportation
andstoragein thatmegalopolis.Thiscircumstancehasadirect,negativeffecton
thecorrespondingpricespreadin urbanSind. Ontheotherhand,thefiguresonthe
pricespreadof flourin theNWFPhaveanupwardbias,becausetheyrelateflour
pricesto producerwheatpricesin thesameprovince,althoughmorethanhalfthe
volumeof wheatusedforthisflourcamefromthePunjab.It wasprocuredthereby
theStateandsubsequentlyreleasedin theNWFP. Sinceestimatesof therelease
pricesarenotavailable,it hasnotbeenpossibleforustocorrecthepricespreadsfor
the NWFP.Yet, whiletakingaccountof thequalificationsabove,theconclusion
seemswarrantedthattrademarginsin privatewheatandflourtradein Pakistanare
verymoderateindeed.Infact,thefiguresontheproducer-consumerpricespreadfor
wheatandflourascalculatedherecompareveryfavourablywiththecorresponding
figuresforothercountries.8
We movenow to a differentcriterion.Thepricesobtainedbyfarmersin
wheatsalestoprivatetradershowlittlevariance.Thisobservationisof importance
whenjudgingthedegreeof marketintegration.Accordingto theSurvey,anover-
whelmingshareof thewheatsalesby farmersin thePunjabin 1982carriedprice
tagsintherangeof Rs.55- 58permaund.Thecorrespondingpricesvariedbetween
Rs. 55 andRs. 60 permaundin Sind andbetweenRs. 70 andRs. 73permaundin
the NWFP. The latterobservationshowsthat,alsoin theabsenceof anysignificant
Stateprocurementactivity,producerpricesremainwithin a restrictedrange. Fur-
ther, the pricedifferenceswithin eachprovincefollow a certainpattern. Thereis a
tendencyfor the wheatsold in placesfurther awayfrom marketcentresto fetch
somewhatlower prices. And pricespaidfor smallbatchesare,generallyspeaking,
lower than those paid for large batches. Thus, conditions in transactionswith
shopkeepersarelessfavourableto farmersthanthosein transactionswith beoparis
andcommissionagents.The reasonis that transactionandtransportationcostsper
8SeeAhmedandRustagi[1].
unit decreasewithbatchsize. It implies,of course,thatsmallfarmersobtain,asa
rule,lowerpricesfortheirmarketedsurplusthanlargefarmers.
Credittiesformanothercriteriontojudgetheoperationof theprivatewheat
trade.Thetermappliesto situationsinwhichmiddlemenprovidecreditofarmers
priorto theharvestonthecondition,explicitor implicit,thatthe farmershallsell
to themtheirsurplusof agriculturalproduce.Wheresuchtiesexist,tradersholdsway
overfarmersandthismayeasilyleadtounfavourablesaleconditionstofarmers.In
reality,however,theincidenceof creditties,accordingto theSurvey,appearstobe
low.Commissionagentsprovidecreditmoreoftenthanotherprivatetraders,butthe
farmerswithwhomtheytradearetypicallymediumandlargefarmers.Thedanger
of anunequaldistributionof negotiatingpoweristhereforelimited.9.
Theturnoverspeedachievedbywheatradersprovidesinformationaboutheir
propensityto hoardwheat.ThepictureemergingfromtheSurveyisquiteclearon
thisscore:buyingandsellingtransactionsarecompletedin rapidsuccessionand
speculativehoardingcan,for allpracticalpurposes,beignoredasa problem.As a
result,theaverageratioof investmentin wheatradetothevolumeofwheatraded
is quitelow;amongthebeoparisin thePunjabthisratiois onlybetweenRs.3and
Rs. 7 permaund.Oneof thereasonsfor thisbehaviouris thescarcityof credit
amongwheatraders.Thisalsoexplainswhytradersprovidecreditto farmersona
verylimitedscaleonly.
It canbeaddedherethatseasonalvariationsin thewheatandflourpricespaid
by consumersarerelativelysmall.Since1978-79therelativedifferencebetweentop
andbottompricesperyearhasgraduallydecreasedto alevelof about10percent.
In someyears,thedifferencemayevenhavebeentoosmalltocoverinterestand
storagecosts.Thisisclearlyanothereasonfor thelackof attractionofspeculative
hoarding.In connectionwith thepresentevaluationof theprivatewheatradeit
mustbeemphasized,however,thatthemoderateseasonalfluctuationofwheatprices
mustprimarilybeattributedtoStateintervention.Thesheersizeof thebufferstock
heldby the State- in recentyears,approximately45 percentof themarketed
surplus- is likelyto actasapassivedeterrentagainstexcessivepriceincrements
duringtheoff-season.But theStatealsocontributesactivelyto seasonalprice
stability,throughcounter-cyclicals esofprocuredwheat.
Theadjustmentof themarketofarmersexpressesit elfmostlyin thespeciali-
zationof groupsof wheattradersin variousrangesof batchsizes.1OAmongother
things,it providesan opportunityto farmerswith a relativelysmallmarketable
surplus- lessthan950kg,whichis theminimumquantitypurchasedbyprocure-
mentcentres- toselltheirwheat.Villageshopkeepersbuybatchesofwheatofonly
9G.Schmidtibid.arrivesatthesameconclusion.It isfurthersupportedby A. Kiihnin
astudyof thePeshawarmarketsystem.
IOThisspecializationismuchlessclearin theNWFP,however,probablyasaresultofthe
smallvolumeofwheatradedthere.
1- 10maunds.For beoparisthesizeof theaveragepurchasebatchis 100maunds
andfor commissionagentsit is 400maunds.(For moredetails,see[4]). Trade
functionsmustbe adaptedto batchsizesandit is throughthisadaptationthat
farmerswithvaryingvolumesofmarketablewheathaveaccessto themarket.Table3
showstheimportanceof theopenmarketasasourceofwheatandflour,especially
inurbanareasandforlow-incomegroups.
Thefollowingconclusionscannowbedrawn.Thetradefunctionsperformed
by privatetradersinthewheat-marketsystemofPakistanarelimited.Stateprocure-
mentabsorbsapproximatelythreequartersof themarketedsurplusofwheat.Thus,
theprocurementpricedominatesthewheatmarket.For thesamereasonseasonal
aswellaslong-termstorageof wheatis alsomainlytheresponsibilityof theState.
Sotheactivitiesof privatewheatandflourtradersconsistofcollectionofwheatand
enlargementof batchsizes,retrogradepriceformationbasedon theprocurement
price,short-haultransportation,distributionof flour,andlittlestoringandlending.
But,if theevaluationi thissectionhasanyvalue,it canbeconcludedconservatively
that,withinthislimitedcontext,therearenosignsofmalfunctioning.A goodshare
of thecreditforthatgoestotheState.
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(iv)
IV. POLICYCONSIDERATIONSll
Provisioningof deficitareasandimportationof supplementarywheat
inyearsof insufficientdomesticsupply.
Lowwheatandflourpricesto consumersby measureswhichkeepthe
producerwheatpricebelowthe internationalpriceand,for con-
sumersof rationflour,bysubsidiesonthefloursoldatrationshops.
Reductionof priceincreasesduringtheoff-seasonthroughcounter-
cyclicalsalesoutofprocuredwheat.
The procurement/distributionsystemrun by the Statehasbeenof pivotal
importancein thisregard.And,becauseseveralobjectivesdeservebeingmaintained
(e.g.thosecorrespondingwithitemsi, ii, andviabove),thesystemcanserveusefully
in thefuturealso.Ontheotherhand,thesuccessofwheat-marketpoliciesin terms
of ownproductionandstockformationhaschangedthecircumstancesunderwhich
thesystemoperates.Thereis thusaneedto reviewit withaviewtomaintainingits
levelof performance.Firstly,thebufferstockofwheathasnowreachedasizelarge
enoughtocountertheeffectsofapoorharvestandofexcessivepriceincreasesinthe
off-season(itemiii above).Futureincreasesin thisstockcanbemuchlessthanthose
of thepastfiveyears,so thattheprocurementlevelcanbereducedaccordingly.
Further,in connectionwithitemiv above,it mustbenotedthatthebanonprivate
wheatradebetweentheprovinceshasmeanwhilebeenlifted. It ismostlikelythat
thedifferencesbetweenthepricesof wheatandflourin thesurplusandthedeficit
provinceswill activatetradebetweentheseprovinces,therebyfurthereducingthe
needfortheStatetoprocurewheatandshipit todeficitareas.
Finally,therearethepoliciesregardingconsumerpricesof wheatandflour
(itemv above).Oneimportantelementof this- viz.thefavouringof consumers
vis-?t-visproducers,andtheconsiderableincometransferf omthelatterto the
formerwhichit implies- hasbeenmentionedhere,butthedesirabilityof continu-
ingthissituationisbeyondthescopeof thisarticle.Butthereisalsothequestionof
thedesignof theflour-rationsystem.Undertheprevailingsystem,allfamilyheads
canapplyforarationcardgivingaccesstorationflourprovidedthatrationshopsare
availablein theareawheretheylive(seeSection2). Thisdesignstillreflectsthe
concernfor ageneralprovisioningof thepopulationin thefaceof anationaldeficit
of wheat.Therefore,it doesnot fit thenewly-gainedpositionof self-sufficiency.
Thisdoesnotmeanthattheflour-rationsystemcannowbeabolished.However,a
re-orientationtowardsaselectivesystemsellingsubsidizedrationflourexclusivelyto
thepoorseemsto becalledfor. Themainargumentfor thisis thatlower-income
groupsin ruralaswellasurbanareastypicallydependonthemarketasasourceof
flourfarmorethanthehigher-incomegroups.Butwhilemarketsofwheatandflour
maybeefficient,theydo notprovidecompensationfor theverylow purchasing
powerof thepoor. Hence,withoutaconcessionarysupplyof wheatforthelow-
incomegroups,theproblemof malnutrition- whichaccordingto someis already
acute- maybefurtheraggravated.
(v)
(vi)
In Pakistan,theconditionsfor growingwheatareveryfavourable,suchthat
profitableproductioncanbeachievedwithdomesticpriceswhicharesignificantly
belowworld-marketprices. Althoughthiscircumstancehasfacilitatedits task
enormously,thegovernmenthasat leastmanagedto avoidtheseriousmarketdis-
tortionswhichhaveledto graveproblemsin thefoodmarketsof othercountries.
Thepositiveachievementsofwheat-marketpoliciesinPakistan,especiallyin thepast
decade,canbesummedupasfollows:
(i) A considerableincreasein wheatproductionthroughgeneralmeasures,
suchas promotionof fertilizeuse,andspecificmeasures,uchas
a guaranteedpriceof wheat. ThusPakistanhasbecome,practically
speaking,self-sufficientinwheat.
Reductionof pricerisk in wheatsalesand,thus,improvedincome
stabilityof farmersbymeansofwheatprocurementa auniformprice.
This procurementpriceis widelyannouncedbeforetheharvestand
remainsin linewiththedevelopmentof thegeneralpricelevelandof
pricesofothercrops.(SeeCornelisseandNaqvi[4,Table1.2]).
Formationof aconsiderablewheatstockequivalentto approximately
45percentof themarketedsurplus.
(ll)
(ill)
11SeeNaqviandCornelisse[81 for a detaileddiscussionof thepolicy proposalsrelating
to wheatandflour marketsin Pakistan.
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In orderto establishthefeasibilityof a selectiverationsystem,anestimate
is neededof thevolumeof theprocuredwheatrequiredfor suchasystem.Table3
showsthateventhepoorin ruralareasdependstronglyon themarketfor their
supplyof wheatandflour. Therefore,it is only reasonableto provideaccessto
rationflournotonlyto theurbanpoorbutalsoto theruralpoor.It istruethat,in
principle,thepresentrationsystemis expectedto extenditsservicesto ruralareas,
buttherealityis different,asTable3 illustrates.An effectivesupplyof rationflour
to ruralconsumersthusrequiresaconsiderableadjustmentof therationsystem.
Theamountof wheatrequiredto runaselectiveflour-rationsystemdepends
alsoon thelevelof thepovertylinedistinguishingthetargetgroupfromtherest
of the population.In thisexcercise,thislinehasbeendrawnat a montWyper
headincomeof Rs. 100(Rs.of 1982)which,translatedinotherterms,corresponds
with amontWyperhouseholdincomeof betweenRs.1,000andRs. 1,200(Rs.of
1984).Approximately,40percentof thepopulationhasanincomesmallerthanthat
amount.TheSurveyprovidesestimatesof theamountof wheatwhichmembersof
thisincomegroupobtainon averagefromnon-marketsources.Thisinformation
allowscalculationof the additionalvolumeof wheatandflourrequiredfor this
populationgroupto allowa certainlevelof consumptionperheadperyear. The
resultsof suchacalculation,usingnormativel velsofwheatconsumptionof 130kg
and140kgperheadperyearanddistinguishedbyprovinceandarea,arepresented
in Table6.12Theysuggestthat,for afulfilmentof thenormsappliedhere,thepoor
needa supplyof approximately2.2- 2.6milliontonsof wheatrespectivelyfrom
sourcesotherthan"ownfarming"and''wagesinkind". Evidently,therationsystem
doesnothaveto takechargeof thisentireflowallbyitself.Purchasesof flourfrom
rationshopsareconcentratedin theperiodfromOctoberto March/April,when
pricesin theopenmarketendto rise. So,if thispracticecontinuesandtheration
schemeaimsata fullprovisioningof thelowest-incomegroupsduringsevenmonths
peryear,anannualvolumeof 1.3milliontonsor 1.5milliontons,dependingonthe
normadopted,wouldberequiredfor thethreeprovincesincludedin thecalcula-
tions.Despitetheirratherfar-reachingambitions,thesealternativeschemeswould
exceedtheestimatedvolumeof thepresentsystemonlybyabout15percentand30
percent.Further,evenif weaccountfor theapproximativenatureof thesecalcula-
tionsandforthefactthatBaluchistanhasbeenexcluded,it canbeconcludedwith
someconfidencethat,undersuchascheme,alevelof procurementof approximately
2 milliontonsof wheatperyearwouldallowfor considerablecounter-cyclicals les
of wheatin theopen-market.This volumeof procurementalsopermitsannual
rotationof thefullwheatstock. It wouldcutpurchaseactivitiesof theStatein the
12Estimatesof thepopulationin thecorrespondingclassesof householdincomeusingthe
HouseholdIncomeandExpenditureSurvey,1979yielda somewhatdifferentdistribution.Yet,
the total volumesof wheat(flour)calculatedwith this distributionpracticallycoincidewith
thosederivedin Table6.
I
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Table6
Estimatesof WheatRequirementsfromMarketSourcesbyLowest-Income
Groupsfor Consumptionof 130kgand140kgperheadbyProvinceandArea:
1982
wheatmarketby aboutone-third,if relatedto thesituationin 1982-83.Butthe
Statewouldstillabsorb etween40percentand50percentof themarketedsurplus
whichguaranteesacontinued,firmgriponthewheatmarket.
WheretheStateretreats,privatetrademuststepin. But'theconclusionof
Section3 inspiresconfidencein the abilityof privatewheattradersin Pakistan
tohandlealargershareof thewheatflowefficiently.Suchamovethusseemsindeed
feasible.It will alsoreleasepublicresourceswhichcanthenbeusedfor otherpur-
poses. This is an importantconsiderationi viewof theverylimitedroomfor
publicpoliciesowingto thebudgetconstraintsreportedin theSixthPlan[15,pp.41
and42]. Yet, if a reductionofwheatprocurementof themagnitudeproposedhere
is indeedcarriedout,it wouldbebestdonegraduallyoveraperiodof a fewyears.
TheStatemustalsobepreparedto continueitsinvolvementin thelong-haultrans-
portationandthestorageofwheatforatleastsomemoreyears.
A reductionin thelevelof wheatprocurementshouldnotleadto a reduction
in thedegreeof competitioni thewheatmarket.So,procurementdepotshould
preferablybemaintainedin regionswherefarmersfindonlyfewalternativebuyers
of wheat.Then,apartfromanymoveto lowerwheatpurchasesbytheState,are-
ductionin theminimumbatchsizeacceptedby procurementdepotsmayalsobe
considered.Thepresentminimumof 950kgdebarsmanyfarmers,especiallysmall
Population
withincome Wheatfrom AdditionalRequirementsforan
Area Provinceof <Rs.100 'ownfarming' AnnualConsumptionof
perhead andwages
permonth (kgperhead) 130kgperhead 140kgperhead
(thousands) (tons) (tons)
Urban Punjab 3,370 10 404,400 438,100
Sind 2,520 5 315,000 340,200
NWFP 940 5 117,500 126,900
Rural Punjab 15,760 90 630,400 788,000
Sind 7,160 100 214,800 286,400
NWFP 7,570 60 529,900 605,600
Total 37,320 70 2,212,000 2,585,200
Source:OurSurvey.
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fanners,fromdirectsaleto thesedepots.Further,it seemscertainlyworthwhile
to heedthefindingof thePunjabWheatDisposalSurvey[10]thatheexistenceof
supervisoryteamsandfrequentvisitsby officialshaveremarkablyfavourableffect
onvariousaspectsof theoperationsof procurementcentres.
Theidentificationof thepooreligiblefor thepurchaseof rationflourin a
selectivesystemposesconsiderableproblemsin urbanareaswhere,contraryto the
situationin ruralareas,socialcontrolisnotverystrict.Theabuseof thesystemmay
be limited,if applicationsfor rationcardsarerequiredto beaccompaniedby sup-
portingstatementsfonnnon-applicants.A naturalselectionmayalsobeobtainedif
rationshopsarelocatedexclusivelyin districtswherethepoorlive. Butit mustbe
admittedthata fool-proofselectioncannotbeachievedin therealworld.Another
complicationliesin thedifferentiationbetweenthesizesof flourrationsfortherural
populationandthosefortheurbanpopulation.It appearsfromTable6 thatthese
rationscanbeconsiderablysmallerin ruralareasthanin urbanareas.But,hereit
will be difficultto establishboundariesbetweenthe twoandto avoidabusein
regionsnearthoseboundaries.
Anotheradaptationof therulesof therationsystemproposedhereconcerns
thelengthof theintervalbetweentwopurchases.If thisintervalis relativelylong,
suchthatthenumberof purchasesperseasonis relativelysmall,therationquantity
perpurchasemust,of course,belarge.Rationcardholdersthusneedrelativelylarge
sumsof moneyin orderto beableto buythefullrationtowhichtheyareentitled.
However,peoplein thelowest-incomegroupsfind it verydifficultto accumulate
savingsandthismaywellexplainwhy,accordingto theSurvey,consumersinthese
groupsdonotmakefulluseof theprevailingrationsystem.It seems,therefore,that
a shorteningof theintervalcanraisesignificantlytheefficacyof therationsystem
wherethepoorestconsumersareconcerned.Suchameasurecanalsohelpto dis-
couragethepurchaseof rationflourby non-eligibleconsumerswhomayfindfre-
quentvisitsto rationshopsfor smallquantitiesof flourinconvenient.Finally,the
Surveydataalsoshowa consistentdiscrepancybetweentheofficialpri~eof ration
flourandthepricesreportedlypaidbyconsumers,suggestingthatrationshopkeepers
overchargetheircustomers.In orderto checksuchapracticeit maybeusefulto
establishsupervisorycommitteesof usersandofficialssimilartothoseattachedtoa
certain umberofprocurementdepots.
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